Introduction
Neo-liberal ideas emerged a few decades ago. In the early 1970s, an unprecedented boom took place in economic thought. In the mid-1970s, neo-liberals received general admission (founded primarily on the ideas of Friedrich von Hayek and Nobel winner in economics Milton Friedman). Invigorated by the accelerated economic growth, the neo-liberal wave spread among industrial countries.
It was reinforced also by the economic crises of the 1970s, which showed that, first, the state and governments could be weak regulators of economic life, and second, a perpetually state-managed economy could not guarantee growth. Various neo-liberal concepts conceived in London, Freiburg and the Chicago School were built on certain principles, such as the primacy of private property, low taxes, limited social policy, and a stable money supply. The uniting thesis postulates the limited state intervention in the economy and undisputed deregulation.
For the past nearly four decades, the neo-liberal ideas implemented in the Washington Consensus have guided development policy (Marangos, 2009 ). This ideology was triumphed throughout the late 1970s; however, it was afterwards evident that it bore a fundamental problem: its proclivity to generate crisis. Throughout the 1990s, the world observed several crises, for example, in Mexico (1994 ), East Asia (1997 , Russia (1998 ), Brazil (1999 , Argentina and Turkey (2000) . Another fundamental problem that became evident later is neo-liberalism's policy failure to deliver economic growth. World growth has systematically slowed during the dominance of neo-liberalism, particularly in low-and middle-income countries. A comparative view would show that over the period 1990-1996, the growth was slower than that in 1980-1989, which, in turn, was slower than that in 1965-1980 . A third fundamental problem is the tendency to worsen income distribution, be it in the industrialized world or the developing world. Thus, not only has growth slowed during the period of Washington Consensus ascendancy, but there has also been an increase in income inequality within and between the countries. Argentina's recent collapse, for instance, is a typical example of the Washington Consensus model failure. The country followed this model as closely as is ever likely to be possible in the real world of policymaking. The government liberalized the financial markets, eliminated trade barriers, privatized state assets, made its labor markets flexible, tied its currency to the dollar, and pursued monetary and fiscal austerity in the midst of a deep economic slump that bordered on a depression. Argentina's subsequent collapse has irrevocably discredited the neoliberal ideology and spotlighted the urgent need for a new development paradigm (Palley, 2002) . B. Amable (2010) came to the conclusion that the neo-liberal model of economic functioning has historically been exhausted,
and the current financial collapse "is not just a crisis of financial deregulation and of modern finance either. It is a crisis of the neo-liberal model of capitalism".
Currently, the failure of the neo-liberal ideas has become evident, and it is clear that there is a growing need for a new economic development paradigm. Among the numerous other publications that may be the most concentrated on this subject are the comprehensive studies of A. Kaletsky's (2010) "Capitalism 4.0: The Birth of a New Economy" and J. Stiglitz's (2010) "Freefall. Free Markets and the Sinking of the Global Economy". Naturally, the neo-liberal model of economic organization is not uniformly applied in each country. Its application is determined by the specific economic level, social attitudes and traditions in the governance.
The idea of a specific variation of management was established by the most developed market economies, leading to the belief that neo-liberal policy could be not suitable for other countries. It turned out that the neo-liberal model of economic organization did not work in Scandinavian countries such as Denmark and Sweden because they embraced a qualitatively higher level, which suggested acting in well-developed market environments, policies and practices.
Developed economies have long believed that planning is a necessary evil, and now, they seek options to obtain proper control over the free market. From this point of view, one could, in fact, regard the liberalized market as a step backward from the level of current economic development. This is because neo-liberalism stands for the release of spontaneous market forces as a core value rather than the protection of public interest.
In fact, critics of the neo-liberal nature could be found far before its official origin. The worldfamous physicist A. Einstein said back in 1949: "Unlimited competition leads to a huge waste of labor and to that crippling of the social consciousness of individual".
What, then, stimulated Bulgaria to undertake this step towards the implementation of neo-liberal ideology in the early 1990s? What forces led to the unconditional acceptance of these ideas in Bulgaria, which, like the other countries of Central and Eastern Europe (CEE), had been stuck until then in the radically opposite economic doctrine of central planning?
It was in 1989 that the idea of the central planning of economic activity totally collapsed in the socialist system in CEE, including Bulgaria. These countries undertook a transformation that was strongly influenced by the neo-liberal approach. Back in the 1990s, the neo-liberal idea easily found increasingly vigorous supporters, just because a new system was needed to replace the already denied central planning (or, as it was known, the administrative command system). Private ownership was recognized as the only plausible basis for economic life because it promoted a driving motive of profit and competitive markets. At that time, the Asian countries, particularly China (also employing a centrally planned economy at that time), emerged as important players in the global economic scene. Technological revolution, in full swing at that time, was exclusively stimulated by the creation of Vizja Press&IT www.ce.vizja.pl Negative Impacts of the Neo-liberal Policies on the Banking Sector in Bulgaria the global network, which brought about an array of innovation in the financial mechanisms. More visible, and also an unprecedented phenomenon from that time, was the 'demystification' of money (after the collapse of the Bretton Woods international monetary system in the early 1970s). Countries worldwide started using pure paper money without any correlation to gold or other measures of value; that change had significant implications upon financial and economic life. These events influenced the rise of neo-liberal ideas in the world, and most naturally, the same ideas have been selected as the building base in the process of transforming the countries with central planning to a market type economy.
Bulgaria was one of these post-communist countries that adopted an entirely new economic course toward the implementation of the neo-liberal concept after 1989. Perhaps the real problem of the Bulgarian economy and the problem for some of the other CEE countries was that the governments from that time had been making, as a rule, unfavorable decisions from strategic point of view. Thus, the overall effect of the so-called transition now could be regarded as negative in many aspects. It is still early to make such a definitive conclusion, even though it has been over two decades from the start of transformation (Innes, 2014; Kornai, 2006) . It has to be taken into account that many benefits could not be possible to achieve in other way (such as free entrepreneurship and the equal treatment of different forms of ownership). On the other hand, the Bulgarian society from that time was definitely ill prepared to fulfill the needs of the process of establishing a fully free market. In the dawn of the transition, there was a total misunderstanding of the market principles not only in Bulgaria but more or less in the other CEE countries, which led to their altered implementation.
The foundation principle in the transition to a market economy is the change of ownership of the dominant state in central planning to private one. The bank's role is primarily directed toward the credit process. Therefore, the development of the banking sector in Bulgaria occupies a primary place in the economic and socio-political processes in the country in the years after 1989. It reflects both the essential processes of transition and its specificity for the country's own, including a number of deformations accompanying this transition.
The article attempts to consider the application of neo-liberal policies in the case of the Bulgarian banking system reforms during the transition period from a centrally planned to a market type economy. To stress the huge difference between the two economic systems, the specificity and development of the banking sector are analyzed before and after the transition to a market type economy, i.e., during the 1980s and from 1989 onward. Following the reform of the banking sector up to the time of the world financial and economic crisis in 2008-2009, the negative effects of the liberalization of Bulgarian banking system are specified.
The Bulgarian socialist banking sector legacy
Under the conditions of central planning (up to 1981) The activities performed by BNB were similar to those of a regular commercial bank, including the delivery of credit to businesses. The structure of mediation between savers and borrowers was extremely cumbersome. The majority of savings was gathered through the branches of DSK. From there, they were transferred to BNB. A substantial change in the National Bank status was carried out as it became more independent from the government and political influence. BNB was no longer subject to supervision by the Council of Ministers. It became responsible directly to the Parliament.
The transition to the market economy (1989 and onwards) imposed substantial structural changes in the banking system, primarily focused upon the destruction of state ownership and the accreditation of the private one (Campos & Fabrizio, 2012) . Furthermore, it is aimed toward the creation of a system in which the allocation of funds to the commercial banks and the pricing of assets and liabilities were to be carried out on a market basis. In the field of the financial sector, Bulgaria had to do the following operations to:
• encourage and promote the establishment of new financial instruments as an urgent decision of the system extra liquidity;
• promote the creation of a securities market and its instruments;
• develop the market pricing of capital;
• inspire the establishment of new private banks and financial institutions;
• encourage them to invest in pension funds and in financial assets in general.
The automation of payment and transaction systems and the development of the banking services and capital markets was also needed to facilitate the free trade of goods and services and financial transactions between economic agents.
3. The first phase of transformation to a market type economy (1990) (1991) (1992) (1993) (1994) (1995) (1996) It could be stated that the starting conditions for the economic reform in Bulgaria were at best unfavorable.
The structural distortions were from the very beginning larger than in the other CEE countries because Bulgaria had an overly centralized governance system with almost an entirely state-owned property of assets (nearly 95%), an overly concentrated production structure, relatively low competitiveness of the local goods in foreign markets, an irrational employment structure, and a considerable budget deficit (-4.9% of GDP in 1990) .
The Bulgarian gross external debt in 1989 was 52.5% of GDP, which was regarded as unacceptably high and provoked the government's moratorium on creditors' repayment. For the sake of comparisons, in the end of 2013H1, despite the very restrictive fiscal policy of the Minister of Finance Simeon Diankov (2009 Diankov ( -2013 , who was a strong adherent to the neo-liberal policy, the gross external debt reached 95% of GDP. This time, however, it was not considered as huge. The aforementioned initial conditions had a major negative effect on reforms and policies and led to a poor transition progress, particularly in the first half of the 1990s (Fries et al., 2006) .
In line with the prime of world economics, at that time, neo-liberal ideas were noted as a natural choice to be followed by the emerging market economies in CEE. Any reluctance or suggestion of other ideas was It was not until 1994 that the growth was restored, but it was for only two years; in 1996, the GDP dropped again by over 10% in comparison to 1995. The relatively improved economic performance in 1994 and 1995 was due to the efforts of the ruling socialist party government to slow the process of the collapse. The cumulative decline in output of over 30% was followed by a rapid increase in unemployment (Table 1) . Perhaps one of the main weaknesses of neo-liberal policy was the assumption that the mere placement of the economy to a market basis would lead to its automatic optimization and efficiency improvement.
INDICATORS
Bulgarian (and not only Bulgarian) practice has shown that this is far from being the whole truth. During the adaptation period (which, in principle, could last for decades), states are virtually defenseless. This situation could be summarized by the words of the president and founder of Intel Corporation, Andy Grove (Palast, 2004, p. 98) : "The purpose of new capitalism is to shoot the wounded". The contemporary experience has shown that in addition to the deprivation of the defense mechanisms, the emerging market economies, including Bulgaria could not rely on the adequate protection of international institutions because the voices there belong to the developed economies, which have neither the interest nor the capacity to protect the weaker ones.
Privatization of the banking sector
In the early 1990s, BNB was a possessor of 59 banks.
It had control in all of them, and the remaining shares were held by primarily state-owned companies. In this manner, the ultimate owner of all the Bulgarian banks was the state. It was expected that the privatization of the sector and the liberalization of the financial services market would lead to an improvement of market efficiency and that the eight specialized banks eventually would merge with some of the 59 commercial banks. As a result, the country would get an advanced system of money supply and run entirely on a market basis. Initially, the plan was successful. There was a real "license blast". In 1997, the number of banks in Bulgaria reached 87, which was the largest number in comparison with the other former socialist countries.
The number of banks was several times larger than in Hungary, Czech Republic, and Poland (Wagner, 2000) .
In a short time, the count of private banks grew exponentially, but in almost all cases, the resource of equity capital and the purchase of shares were provided by loans from state banks and DSK. From 1990-1995, the DSK granted BGN 70 billion loans and the majority of them were used for that purpose. Hundreds of brokerage houses, exchange bureaus and other financial entities received licenses. Thus, a parallel banking system began to operate in the country.
The lack of regulations was felt not only in the licensing process. In 1990-1991, huge loans were granted without proper collateral (unrecoverable by definition). In fact, the accumulated resource in Bulgarian banks was donated in the form of credit with no idea of its further return to the vaults. In the short period until 1997, the functions of local banks actually degraded to a simple appropriation of society's assets and their further donation to the domestic oligarchs. It should be noted that the main factor that allows this process to happen was actually the lack of adequate regulations.
One could summarize that the withdrawal of the state as an institution contributes not to an increase in financial system efficiency but rather to its destruction.
Even after the establishment of legislation, there were so many doors left open in the newly created laws, and the control over their observance was so weak that it was as if they did not exist at all (Minassian, 2013) .
Comparing the banking system performance before and after 1997, one could state that at the beginning of the crisis, the private banks were owned by domestic entrepreneurs, and thus, the banking sector was far from any views and standards of the modern bank- 
The financial crisis 1996-1997: Reasons and consequences
In the discussion of weak regulation, it must be noted that for almost two years in the beginning of the transformation (1991) (1992) (1993) , the banking system was functioning absolutely free, without any interference by the state institutions. In the first half of 1993, the National Bank adopted the main regulations that These relationships were built on strongly indefinite arrangements, which were inadequate in their liberality and subject only to administrative measures and means of control.
The crisis in our banking system was beneficial for foreign banks that opened branches in the country. Combined with real currency depreciation, the lack of structural reforms led to the weakening balance of payments and to a decline in foreign reserves. In addition, the impending external debt service obligation enforced an exchange rate crisis. The banking system collapsed. Both high inflation and large exchange rate movements undermined the credibility in economic management.
The reform of the banking sector was not in accordance with transformations in the real (non-financial)
sector. This discrepancy had a significant influence on the function of the entire banking sector, and it gradually became a factor that had an adverse effect on the national economy.
This crisis had lasting effects on the banking sector, including the deregulation of the financial sector through the rejection of monetary policy and the introduction of the currency board, the devaluation of debt and the loss of the savings due to hyperinflation.
The annual average CPI for the previous year=100 was 121.6% in 1996 and 1058.4% in 1997; afterwards, it sharply slowed down. As a result, the population lost nearly 70% of its savings, impaired assets were intensely redistributed, and the citizens were impoverished, and so on.
Huge losses of the public sector logically led to private sector capitalization. This process generally created opportunities for significant investment in the real sector, but a significant portion of the amount received at that time was used for personal consumption in the private sector, taken out of the country or invested in real estates and financial transactions abroad.
Economists today are convinced that the failure in 1996 of 16 banks completed the first phase of capital accumulation in the country. Then, missing money was invested in the secondary distribution of capital in the privatization. In practice, assets of USD 35 billion were appropriated. Thus, oligarchs and the richest 1%
people from the total population were born.
The second phase of the transformation to a market type economy (1997-2008)
Political and economic changes in the first half of 1997 aimed to stabilize the economy and to restore confi- tegic branches with some longer return terms. The last ones could not cover the raised interest costs, and that is why they were left without funding. As a result, the structure of production in the country degenerated (Sariiski & Rangelova, 2013) . Bulgaria now produces and ships abroad primarily products with lower value added, which led to a profit decline and hence to further economic deterioration. The second problem was that the credit expansion stimulated a rapid growth of individual consumption in Bulgaria (Sariiski, 2010) . This led, on the one hand, to an imports increase (on the count of local goods consumption) and, on the other, to an increase in the living standard and wages of employees. For this reason, the process of relocation that was going until then and supporting at least to some extent the economic development had quickly collapsed. To the people at the bottom we saying that they should continue spending and we continue to lend to them." In a normal economic situation, the purchasing power parity decline would lead to a crisis of overproduction and offset the reduced income (albeit at the expense of an increase in debt), which, in turn, would lead to its revival. In Bulgaria, however, the principle was different because most of the production facilities were liquidated in the first phase of transition. That is why the lending stimulated just the import of consumer goods.
Thus, the status quo of the new economic structure was reinforced (Sonin, 2013) . Preferences gradually, that's the right strategy" (Bogle, 2005, p. 762) . This is the strategy followed in every deregulated sector, and the negative effects in finance are more than obvious. 
Effect of the world financial crisis of 2008-2009 on the banking sector in Bulgaria
In the period preceding the financial and economic crisis in 2008-2009, a new accumulation of negatives in the banking sector was observed. Commercial banks granted credit to increasingly less reliable customers for the sake of the gain of the market share (Almunia et al, 2010; Erdinç, 2010) . The Bulgarian National Bank was unable to control this process because the currency board was strongly limiting its capacity to influence the money supply. Despite several attempts, the Bulgarian National Bank did not succeed in controlling the banks' expansion (Sariiski, 2011) Another, even more serious problem of the banking sector was the missing potential for its recovery. The status to which the economy was brought as a result of the transition processes led to a weak realization of financial products. Local businesses are functioning at low profitability rates, and the main part of the value added is created in sectors recovering particularly slowly by definition (such as tourism and real estate).
Furthermore, the weak domestic market does not encourage the manufacturing recovery, and it continues to be reflected in the reduction of the business cash flows and difficulties in debt servicing. In addition, strict fiscal discipline contributes to the deterioration of the economic and social environment; the implementation of a restrictive policy to maintain a balanced budget in times of crisis caused by limited demand is not the right approach (Petkov, 2014) . First, neo-liberal policy distorts the very idea of a free market because having a monopoly upon the key resources and zero regulation of (in fact) quasi-market practices could not be connected with liberalism; this environment favors development of incorrect and most importantly unproductive practices.
Second, the very focus of neo-liberal ideas, which defend the release of all marketing elements and processes with zero planning, is wrong because it is essentially a return to a stage of development before the emergence of modern society. It should be noted that an entirely unrestricted and unregulated flow of processes are traits of the wilderness.
Third, neo-liberalism creates conditions for state institutions "to play on both sides of the street. " If one has to stick tightly to neo-liberal ideas, the state should be engaged primarily with the guarantees of the free market's normal functioning and not interfere in business. Practically, however, the state authorities constantly interfere in the functioning of markets by protecting certain specific private interests. The state officially does not obtrude in the free markets, but it unofficially supports its favorites in various ways, e.g., the direction of the state orders to specific enterprises, timely VAT reimbursement, and excessively close cooperation with selected partners that borders on inappropriate.
The development of the banking sector in Bulgaria in the transition to a market economy shows certain negative effects on the Bulgarian banking sector and the economy as a whole. These effects can be formulated, as follows:
• The first negative effect of neo-liberal policy is the exportation of ownership (and control) upon banking system assets. The most profitable business of utmost importance to the economic development was given to foreign investors, who can now carry out their own policy and, moreover, operate on behalf of others, for instance, on the count of interestfree financing by the European Central Bank.
• The second negative effect is the bringing of the banking system to a condition in which it is deregulated in a position of "self-defense". Introduction of the currency board in 1997 fixed the local currency to the German mark and since the emerging new currency in 1999 to Euro, which, on the one hand, contradicts the exporter's interest, and on the other hand, restricts the regulator and strongly limits its capacity to manage the stability of money supply.
• The third negative effect is the placement of the banking sector before 1997 into the role of mediator in totally unfavorable assets redistribution and the emergence of the local oligarchy. During hyperinflation, household savings were transferred to the so-called credit millionaires. This led to the exhaustion of confidence in the local banking institutions and to their isolation from the economic turnover. It should be noted that for a long time, the transactions in Bulgaria were settled in cash rather than by bank transfer.
• The fourth negative effect concerns the real economy agents as the bank's clients. It is known that the banking sector gains profits primarily from the real economy; however, Bulgaria's case is different.
The "regular" companies have low profitability indicators; the majority of the value added is derived from monopolies. Similar is the situation with regular customers, i.e. households and individuals.
Although some stabilization of income is formally reported, their personal perception is still about impoverishment and increasing difficulties in loans servicing.
• The fifth negative effect is the elimination of prospects for the long-term growth of the banking sector due to the passive attitude of the state power, which still remains isolated from the banks. Its main tool of management and interference in lending is the Bulgarian Development Bank, but it is more often used to serve private interests rather than for the conduction of a state policy aimed to encourage the financing of strategic projects. The government could use fiscal measures such as tax relief on interest rates for lending to certain sectors, but it fails to do so because it contradicts the neoliberal idea of non-intervention.
• The sixth negative effect results from the weak pro- In summarizing, the transition period has effectively led to the establishment of a modern banking system in the country, but this system serves only the accumulation of profit (almost all of it belonging to the foreign investors) and does not promote the processes of recovery and growth.
